to effect, :Rhe ccnsummacicn py it of the tTIansactishs ccn-
tempiated kv this Aagreement or the Itock Option Agreement:
provided, <hat Ior curposes cf this paragraph ‘e) ro
Litigaticn zrising after the Sate hereof shall be deemed to
have a Mater:z. ~dverse Effsct :if and -> the extent such
Litigation 'or any relevant part thereof! s based cn this

Agreement cr :=ie transactions contemplated hereby.

(£) Acccunting, Tax and Segulatory Matiars. As
of the date hereof, neither it nor any of its affiliates (as
determined in accordance with Section 6.7) has taken or
agreed to take any action, nor do its executive officers
have any actuali knowledge of any fact or circumstance, that
would prevent SBC Zrom accounting for the business
combination to be effected by the Merger as a "pooling-of-
interests" or prevent the Merger from qualiifying as a

"reorganizat:icn” wWithin the meaning of Section 268(a) of the
Code.

(g) Taxes. It and each of its Subsidiaries
have prepared :in good faith and duly and timely filed
(taking into account any extension of time within which to
file) all material Tax Returns (as defined below) required
to be filed by any of them and all such filed Tax Returns
are complete and accurate in all material respects and:

() it and each of its Subsidiaries have paid all Taxes (as
defined below) that are shown as due on such filed Tax
Returns or that it or any of its Subsidiaries is obligated
to withhold from amounts owing to any employee, creditor or
third party, except with respect to matters contested in
good faith or for such amounts that, alone or in the
aggregate, are not reasonably likely to have a Material
Adverse Effect on it: (ii) as of the date hereof, there are
not pending or, to the actual knowledge of its executive
officers, threatened, in writing, any audits, examinations,
investigations or other proceedings in respect of Taxes or
Tax matters; and (iii) there are not; to the actual knowl-
edge of its executive officers, any unresolved questions or
claims concerning its or any of its Subsidiaries' Tax
liability that are reasonably likely to have a Material
Adverse Effect on it. Neither it nor any of its Subsidi-
aries has any liability with respect to income, franchise or
similar Taxes in excess of the amounts accrued in respect
thereof that are reflected in the financial statements
included in its Reports, except such excess liabilities as

are not, individually or in the aggregate, :olsonably likely
to have a Material Adverse Effect on it. v~
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AS .zed .o Inliz Agreement, 'X) cthe Iarm "Tax"

(inciuding, ..Ih Tsrrsiztive meaniag, the terms "Tixes", and
"Taxapls"! .nciudes 3:l Zaderal, state, local and Zoreign
income, crofizz, ZITanchize, Jross receipts, envizonmencal,
customs dut,, :-2pLIil 3Tk, severance, stamp, pavrsll,

sales, empic ment, .nemcicyment, disability, use, property,
withholding, =xcize, creduction, value added, transfer,
occupancy anc cther tixes, duties or assessments of any
nature whatscever, -ogether with all interest, penaities and
additions imposed with respect to such amounts-and any
interest in respect of such penalties and additions, and

(y) the term "Tax Paru-=" includes all returns, amended
returns and reports inciuding elections, declarations,
disclosures, :chedules, astimates and information returns)

required to ce suppiil2a =5 a Tax authority relating to
Taxes.

(h) Compiiance with laws. Except as set forth

in its Repozcs filea orior to the date hereof, the busi-

nesses of each > -z ana its Subsidiaries have not been, and
are not beins,

conduczea in violation of any law, statute,
ordinance, requlation, iudgment, order, decree, injunction,
arbitration awarc, license, authorization, opinion, agency
requirement -r permit of any Governmental Entity or common
law (collectively, "Laws”), except for violations that are
not, individually or in the aggregate, reasonably likely to
have a Material Adverse Effect on it or to prevent, or
materially impair its ability to effect, the consummation by
it of the transactions contemplated by this Agreement or the
Stock Option Agreement. Except as set forth in its Reports
filed prior =5 the date nereof, as of the date hereof no
investigation or review oy any Governmental Entity with
respect to it or any of its Subsidiaries is pending or, to
the actual knowledge of its executive officers, threatened,
nor has any Governmental Entity indicated an intention to
conduct the same, except for those the cutcome of which are
not, individually or in the aggregate, reasonably likely to
have a Material Adverse Effect on it or to prevent, or
materially impair its ability to effect, the consummation by
it of the transactions contemplated by this Agreement or the
Stock Option Agreement. To the actual knowledge of its
executive officers, as of the date hersof no material change
is required :in its or any of its Subsidiaries' processes,
properties or procedures in connection with any such Laws,
and it has not received any notice or communication of any
material noncompliance with any such Laws that has not been
cured as of the date hereof, except for such changes and
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noncempilance that zre not,

...... individuaily or n the
aggregate, :-easonably _ikely =5 have a Material Adverse
Effect on iz -z =2 prevent, cr mater:aily impair i:ts ability

to effect, :ne :ccnsummaticn py it of the tramsactizns con-
templated £y tnis igreement or the Stcocck Cption Agreemenc.

Bach of it znd i:s Subsidiaries nas all permits, licenses,

franchises, —-ariances, 2xemptions, orders and other jovern-
mental authcrocaticns, consents and approvals (collectively,
"Bermits")

necesgsary =3 conduct their business as presently
conducted, 2except Zor those the absence of which are not,

individually or in the aggregate, reasonably likely to have
a Material Adverse Effect on it.

§.2. rocanrars - % - i o Af =

company. Except s set Zorth in the corresponding sections
or subsectizcns of the Zompany Disclosure Letter, the Company

hereby represents ana warrants to SBC and Merger Sub that:

(a) e S are. The authorized capital
stock of the Ccmpany consists of 300,000,000 Company Shares,

of which 66,666,268 Company Shares were issued and outstand-
ing and 2,230,586 Company Shares were held in treasury as of
the close of business cn December 31, 1997; 2,000,000 shares
of pxcferred stock, par value $50.00 per share (the

. Sharee"), of which no shares were outstanding as
of tha close of business on December 31, 1997; and
30,000,000 shares of preference stock, par value $1.00 per
share (the "2refarance Sharas"), of which no shares were
outstanding as of December 31, 1997. All of the outstanding
Company Shares have been duly authorized and are validly
issued, fully paid and nonassessable. Other than

2,000,000 Preference Shares, designated "Series A Junior
Participating Preference Stock", reserved for issuance
pursuant to the Rights Agreement, dated as of December 11,
1996, between the Company and State Street Bank and Trust
Company, as Rights Agent (the "Rights Agreement”), Company
Shares reserved for issuance pursuant to the Stock Optien
Agreement and Company Shares reserved for issuance as set
forth below or which may be issued in accordance with
Section 6.1(a), the Company has no Company Shares, Preferred
Shares or Preference Shares reserved for issuance. As of
December 31, 1997, there were not more than 6,650,000 Com-
pany Shares reserved for issuance pursuant to the Company's
1986 Stock Option Plan, 1995 Stock Incentive Plan, Non-
Employee Director Stock Plan, Incentive Award Deferral Plan
and 1996 Non-Empioyee Director Stock Plan (collectively, the
"Stock Plans"). Each of the outstanding shares of capital
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stock or cther zacuritiaes cf each cf the Company's
Significant Zubsidiar:es is duly authorized, Talidly issued,
fully paid znd nonassessaple and cwned bty the Company or a
direct or :adiresct wnolly-owned Subsidiary of the Company,
free and clear -f any llien, pledge, security interest, claim
or other encumprance. ZIxcept as set forth above and except
for Company Shares and options to purchase Company Shares
which may be issued in accordance with Section 6.1(a),
neither the Company nor any of its Subsidiaries has any
obligation with respect :o any preemptive or other ocutstand-
ing rights (other than stock appreciation rights in respect
of not more than 40,000 Company Shares), options, warrants,
conversion rights, stock appreciation rights, redemption
rights, repurchase rights, agreements, arrangements or
commitments to issue or sell any shares of capital stock or
other securities of the Company or any of its Significant.
Subsidiaries or any securities or obligations convertible or
exchangeable into or exercisable for, or giving any Person a
right to subscribe for or acquire, any securities of the
Company or any of its Significant Subsidiaries, and no
securities or obligations evidencing such rights are
authorized, issued or outstanding. The Company Shares
issuable pursuant to the Stock Option Agreement have been
duly reserved for issuance by the Company, and upon any
issuance of such Company Shares in accordance with the terms
of the Stock Option Agreement, such Company Shares will be
duly and validly issued and fully paid and nonassessable.
The Company does not have outstanding any bonds, debentures,
notes or other cobligations the holders of which have the
right to vote (or convertible into or exercisable for

securities having the right to vote) with the shareholders
of the Company on any matter.

(b) vA'H

The Company has all requisite corporate power and autho:i:y
and has taken all corporate action necessary in order to
execute, deliver and perform its obligations under this
Agreement and the Stock Option Agreemant and to consummate,
subject only to approval of this Agreement by the holders of
two-thirds of the ocutstanding Company Shares (the "CoRDADY
Baguisite Vote") and the Company Required Consents, the
Merger. Each of this Agreement and the Stock Option Agree-
ment has been duly executed and delivered by the Company and
is a valid and binding agreement of the Company enforceable
against the Company in accordance with its terms, subject to
bankruptcy, insclvency,:fraudulent transfer, reorganizationm,
moratorium and similar laws of general applicability
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telat:’.z‘.:_: wa aw z2ffammocnm ::ed-'—-.-qa

............. 3 izcrs' rights znd 12 general
equity prxncmctiss  the "lankrugtoy and Squiso fxcsacion”) .

The poarc I i:rectcss cf the Company {(A) has adopted this
Agresment z=nc :ppreoved the Merger and the other transactions
contempiatea ha2repy, '3) has apprcved the 2xecutlon and
delivery of =-ze Stccx Cpticn Agreement and (C) has received
the opinion of :i<s financial advisors, Salomon Smith Barney
Inc., in a customary form and to the effect that the Merger
Consideration to te received by the holders of the Company

Shares in the Merger is fair to.such holders from a
financial point of view. o : Lo

~
-
>
-

-
-
-
-

-

(c’ i as 0 f#‘-g.

(1) A copy of each bonus, deferred
compensaticn, cension, retirement, profit-sharing, thrife,
savings, empiovee stock ownership, stock bonus, stock
purchase, rest-icted stock, stock option, employmenct,
termination, severance, compensation, medical, health or
other material plan, agreement, policy or arrangement that
covers emplovees, directors, former employees or former
directors of it and its Subsidiaries (its "Caompensation and
Banefit Olan«<”! and any trust agreements or insurance
contracts forming a part of such Compensation and Benefit
Plans has been made available by the Company to SBC prior to
the date hereof and each such Compensation and Benefit Plan

is listed in Section 5.2(c) of the Company Disclosure
Letter.

(ii) All of its Compensation and Benefit
Plans are in substantial compiiance with all applicable law,
including the Code and the Emplioyee Retirement Income
Security Act of 1974, as amended ("ERISA”") with the
exception of any instances of non-compliance that are not,
individually or in the aggregate, reasonably likely to have
a Material Adverse Effect on the Company. Each of its
Compensation and Benefit Plans that is an "employee pension
benefit plan” within the meaning of Section 3(2) of ERISA
(a "Pension ©'an”) and that is intended to be qualified
under Section 40l1(a) of the Code has received a favorable
determination letter from the Internal Revenue Service (the
*IRS"), and it is not aware of any circumstances likely to
result in revocation of any such favorable determination
letter. As of the date hereof, there is no pending or, toO
the knowledge of its. executive officers, threatened in
writing material -litigation relating to its Compensation
and Benefit Plans. Neither it nor any Subsidiary has
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engaged in 2 tzansasiisn with respec:z =o any =f Lts

Compensactizcn :na Senerfi:c flans that, assuming e taxable
periosd cf sucn -zansac:t:

on expired as of the date nereof,
would subjec: -z <r any cf its Subsiciaries to a material
tax or penai:; .mpcsea zv either Sectizsn 4975 of the Code or
Section 202 :-: ZRISA ana that is reasonably likely =5 have a
Material Adverzs £ffect cn the Company.
tiiis As of the date hereof, no _iability

under Subticzlz < or D of Title IV of ERISA (other than the
payment of prospcect:ve premium amounts to the Pension
Benefit Guaranty Corporation in the normal course) has been
or is expected =90 be incurred by it or any Subsidiary with
respect to any ongoing, frozen or terminated "single-
employer plan”, within the meaning of Section 4001 (a) (15) of
ERISA, currently, ~r formeriy maintained by any of czhem, or
the single-empizver clan of any entity which is considered
one employer with it under Section 4001 of ERISA or

Section 414 of :the Code (its "ERISA Affiliara”! (each such
single~empicver clan, its "ERISA Affiliate Plan"). No
notice of a "ceporzable event”, within the meaning of
Section 4043 of ERISA for which the 30-day reporting
requirement has not been waived, has been required to be
filed for any of its Pension Plans or any of its ERISA
Affiliate Plans within the l2-month period ending on the
date hereof or will be required to be filed in connection
with the transactions contemplated by this Agreement.

(iv) Neither any of its Pension Plans
nor any of its ERISA Affiliate Plans has an "accumulated

funding deficiency” !(whether or not waived) wichin the
meaning of Section 412 of the Code or Section 302 of ERISA.
Neither it nor its Subsidiaries has provided, or is required
to provide, security to any of its Pension Plans or to any

of its ERISA Affiliate Plans pursuant to Section 401(a) (29)
of the Code.

(V) The consummation of the Merger (or
its approval by its shareholders) and the other transactions

contemplated by this Agreement and the Stock Option
Agreement will not (x) entitle any of its employees or
directors or any employees of its Subsidiaries to severance
pay, directly or indirectly, upon termination of employment,
(y) accslerate the time of payment or vesting or trigger any
payment of compensaticn or benefits under, increase the
amount payable or trigger any other material obligation
pursuant to, any of its Compensation and Benefit Plans or
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(z) *esu¢: ;: anv creach 3z "zczat;:n o:. *r az default

{vi} Since the Audit Cate, 32xcept as
provided £or n=2re:n, .a the Company Disclosure lLetter or as
disclosed in zhe Company’s Reports filed prior to the date
hereof, there ras not teen any increase in the compensation
payable or that could beccme payable by it or any of its
Subsidiaries <2 officers or key employees or any amendment
of any of its Compensation and Benefit Plans other .hnn
increases or amendments in the ordinary course.

{d) Takecver ctarures, The Bocard of Directors
of the Company, inciuding a majority of the non-employee
directors of the Company, has duly adopted resolutions
approving the Merger, the Stock Option Agreement and the
transactions contemplated hereby and thereby and
specifically naming SBC and its existing and fucture
affiliates or associates (as such terms are defined under
Section 33-840 and 33-843 of the CBCA). Such resolutions
satisfy the requirements of Sections 33-842(c) (1) and 33-
844 (a) of the CBCA, are by their terms irrevocable, and have
not been amended or modified in any manner. The provisions
of Sections 23-841 and 33-844 of the CBCA do not and will
not apply to the Merger or the other transactions
contemplated by this Agreement or the Stock Option
Agreement. No other "fair price," "moratorium,” "control
share acquisition" or other similar anti-takeover statute or
regulation (each a "Takeoyer Stapute”) as in effect on the
date hereof or any anti-takeover provision in the Company's
certificate of incorporation and by-laws is applicable to
the Company, the Company Shares, the Merger or the other

transactions contemplated by this Agreement or the Stock
Option Agreement.

(@) Eavizonmental Matters. Except as disclosed
in its Reports filed prior to the date hereof and except for
such matters that, individually or in the aggregate, are not
reasonably likely to have a Material Adverse Effect on it:
{1) each of it and its Subsidiaries has complied with all
applicable Environmental Laws (as defined below):; (ii) the
properties currently owned or operated by it or any of its

Subsidiaries (including soils, any groundwater underlying
such properties, surface water, buildings or other

sgructures) are not contaminated with any Hazardous
Substances (as defined below) at levels that require
investigation or cleanup under applicable Environmental
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Laws; 'iii) <he crorerties Iormerliy owned cr cperated by it
or any cZ izz Subs:ciaries wWere not zontaminated with
Hazardous Substances during the period of ownership or
operation by iz c©r any of :ts Subsidiaries:; {(iv) neither it
nor any cZ i3 Supsidiaries has received written notice that
it is subject ::c ilabili:ty for any Hazardous Substance
disposal or contamination on any third party property;

(v) neither iz nor any Subsidiary has been responsible for
any release cr threat of release of any Hazardous Substance:
(vi) as of the date herecf neither it nor any Subsidiary has
received any written notice, demand, letter, claim or
request for information alleging that it or any of its
Subsidiaries may be in violation of or liable under any
Envizonmental Law:; and (vii) neither it nor any of its
Subsidiaries is subject to any binding orders, decrees,
injunetions cr other arrangements with any Governmental
Entity or is subject to any indemnity cor other agreement
with any third party relating to liability under any
Environmenctal Law or relating to Hazardous Substances.

As used herein, the term "Epvironmental Taw" means
any Law relating to: (A) the protection, investigation or
restoration of the environment, health, safety, or natural
resources, (B) the handling, use, presence, dispeosal,
release or threatened release of any Hazardous Substance or
(C) noise, odor, wetlands, pollution, contamination or any
injury or threat of injury to persons or property in
connection with any Hazardous Substance.

As used herein, the term "Hazardous Substance”
means any substance that is: listed, classified or

regulated pursuant to any Eavironmental Law, ineluding any
petroleum product or by-product, friable asbestos-containing

material, lead-containing paint, polychlorinated biphenyls,
radiocactive materials or radon.

4] Labar Matters. As of the date hereof,
neither it nor any of its Subsidiaries is the subject of any
material proceeding asserting that it or any of its
Subsidiaries has committed an unfair labor practice or is
seeking to compel it to bargain with any labor union or
labor organization nor is there pending or, to the actual
knowledge of its executive officers, threatened, nor has
there been for the past five years, any labor strike,
dispute, walkout, work stoppage, slow-down or lockout
involving it or any of its Subsidiaries, except in each case
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as 13 not, lLadiv.dua

ily or in the aggregate, ceasonably
likely to nave z Mater: '

al ~dverse Zffact on <.

(g Rigse= >greaman-. The Company has amended
the Rignts sgresment => provide that neither S3C nor Merger

Sub shall be deemed -5 be an Acquiring Person  as defined in

the Rights Agreement! and the Distribution Date (as defined
in the Rights Agreement) shall not be deemed to occur and
that the Rights will not become separable, distributable,
unredeemable or exercisable as a result of entering into
this Agreement, the Stock Option Agreement Or consummating

the Merger and/or the other transactions contemplated hereby
and thereby.

{(h) Brokare and Tindere, Neither it nor any of
its officers, directsrs or emplovees has emploved any broker
or finder or incurred any liability for any brokerage fees,
commissions or finders’ fees in connection with the Merger
or the other transactions contemplated in this Agreement and
the Stock Option Agreement except that the Company has
employed Salomon Smith Barney Inc. as its financial advisor,

the arrangements with which have been disclosed to SBC prior
to the date hereof.

(i) =4 vy (1) The Company
and/or each of its Subsidiaries owns, or is licensed or

otherwise possesses legally enforceable rights to use, all
patents, trademarks, trade names, service marks, copyrights,
and any applications therefor, technology, know-how,
computer software programs or applications, and tangible or
intangible proprietary information or materials that are
used in its or any of its Subsidiaries’ businesses as
currently conducted, and to the actual knowledge of its
executive officers all patents, trademarks, trade names,
service marks and copyrights held by it and/or its
Subsidiaries are valid and subsisting, except for any
failures to so own, be licensed or possess or to be valid
and subsisting, as the case may be, that, individually or in

the aggregate, are not reasonably likely to have a Material
Adverse Effect on it.

(ii) Except as disclosed in its Reports filed
prior to the date hereof or as is not reasonably likely to
have a Material Adverse Effect on the Company:

(A) it and its Subsidiaries are not, nor will any
of them be as a result of the execution and
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dei.va2ry =Z <niz Agreement or the perisrmance of
its :-ziizati:zns zereunder, :in violation cf any
licens=es, :ubplicenses and other agreements as to
whicn -t °r any of its Subsidiaries i1s a party and
pursuant <: Wnish it or any Subsidiary is
autihicsiz2a Tt use any third-party patents,
tragemarxs, service marks, and copyrights ("Third-
Bar-y “-vailame.. Dw =y ",

(B} =5 the actual knowledge of the Company, no
claims as of the date hereof with respect to (I)
the patents, registered and material unregistered
trademarks and service marks, registered
copyraghts, trade names, and any applications
therefor ocwnea ty it or any its Subsidiaries (the
"Quned _otailas~=ual Droperes Rightes"!:; (II) any
trage secrets material to it; or (IIIl) Third-Party
Inteilectual Properrty Rights are currently pending
or, to the xnowledge of its executive officers,
are threatened by any Person:; and

(C) to the actual knowledge of its executive
officers, there is no unauthorized use,
infringement or misappropriation of any of the
Owned Intelliectual Property Rights by any third
parcy, including any of its or any of its
Subsidiaries' employees or former employees.

(3) Severance Payments. No payments to be made
to any of the cfficers and employees of the Company or its
Subsidiaries as a resuit of the consummation of the Merger

will be subject <o the deduction limitations under Section
280G of the Code.

5.3. :
Marger Subh. Except as set forth in the corresponding

sections or subsections of the SBC Disclosure Letter, SBC,

on behalf of itself and Merger Sub, hereby represents and
warrants to the Company that:

(a) Capital Strugture. (i) The authorized
capital stock of SBC consists of 2,200,000,000 shares of SBC
Common Stock, of which 918,627,275 shares were issued and
outstanding and 13,831,028 shares were held in treasury as
of the close of business on December 30, 1997; and
10,000,000 shares of Preferred Stock, par value $1.00 per
share (the "SBC 2zefarvad Sharss"), of which no shares wers
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outstanding is =% zhe <lsse =f business cn Cecember I,
1997.° All I the cutsianaing shares of SBC CTommon Stock
have peen culy auchorize

@ and are validly :issued, Iully paid
and nonassessapis. SBC has no shares cf SBC Common Stock or
SBC %rzeferred Shares reserved £or issuance except that SBC
has -eservea nc more than 20,000,000 SBC Freferred Shares
for issuance cursuant =0 the Rights Agreement, dated as of
January 27, 1989, between SBC and American Transtecnh, Ine.,
as Rights Agent, as amended by the Amendment of Rights
Agreement, dated as of August 5, 1992, between SBC and The
Bank of New York, as successor Rights Agent, and the Second
Amendment of Rights Agreement, dated as of June 15, 1994,
betweeh SBC and The Bank of New York, as successor Rights
Agent (as amended, the "SBC 2ights Agrsement”). Eacn of the
outstanding shares of capital stock of each of SBC's
Significant Subs:idiaries is duly authorized, validly issued,
fully paid and nonassessable and cwned by SBC or a direct or
indirect wholly-owned subsidiary of SBC, free and clear of
any lien, pledge, security interest, claim or other
encumbrance. Except pursuant to SBC's Senior Management
Long Term Incentive Plan, Incentive Award Deferral Plan,
Non-Employee Directors Stock and Deferral Plan, Stock
Savings Plan, 1994 Stock Opticn Plan, 1996 Stock and
Incentive Plan, 1995 Management Stock Option Plan, Savings
Plan, Savings and Security Plan and stock plans assumed by
SBC pursuant to the merger of SBC Communications (NV), Inc.
with and into Pacific Telesis Group consummated on April 1,
1997 (collectively, the "SBC Stock Slans"), neither SBC neor
any of its Subsidiaries has any obligation with respect to
any preemptive or other outstanding rights, options,
warrants, conversion rights, stock appreciation rights,
redemprion rights, repurchase rights, agreements,
arrangements or commitments to issue or to sell any shares
of capital stock or other securities of SBC or any of its
Significant Subsidiaries or any securities or obligations
convertible or exchangeable into or exercisable for, or
giving any Person a right to subscribe for or acquire, any
securities of the Company or any of its Significant
Subsidiaries, and no securities or obligation evidencing
such rights are authorized, issued or outstanding. SBC does
not have outstanding any bonds, debentures, notes or other
obligations the holders of which have the right to vote (or
convertible intoc or exercisable for securities having the
right to vote) with the stockholders of SBC on any matter.

(L) The authorized ‘capital stock of
Hnrqe: Sub consists of 1,000 sharea of common stock, par
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value $1.00 zer zhare, all >f wnich are validly issued and
outstanding. =11 =f the issued and csutstanding capital

stock of Merger Sub is, and at the £ffective Time will be,
owned by SBC, = there sre (i) no other shares of capital
Stock or cther —woting securities of Merger Sub, (ii) no
rzer &£
t

oF
« 0

securities c:2 r Sub convertible into or exchangeable
for shares cf

Mezrger Sub and (iii) no options or other rights to acquire
from Merger Sub, and no obligations of Merger Sub to issue,
any capital stock, other voting securities or securities
convertible into or exchangeable for capital stock or other
voting securities of Merger Sub. Merger Sub has not
conducted any business prior to the date hereof and has no,
and prior to the Effective Time will have no, assets,
liabilities or obligations of any nature other than those
incident to its formaticn and pursuant to this Agreement and

the Merger and the other transactions contemplated by this
Agreement.

(b) Corporace Authorisy: Approval. and fajirnsas.
SBC and Merger Sub each has all requisite corporate power
and authority and each has taken all corporate action
necessary in order to execute, deliver and perform its
obligations under this Agreement and the Stock Option
Agreement and to consummate, subject only to the SBC
Required Consents, the Merger. Each of this Agreement and
the Stock Option Agreement has been duly executed and
delivered by SBC and Merger Sub and is a valid and binding
agreement of SBC and Merger Sub, enforceable against each of
SBC and Merger Sub in accordance with its terms, subject to
the Bankruptcy and Equity Exception. SBC has received the
opinion of its financial advisors, Lazard Freres & Co., in a
customary form and to the effect that the Merger
Consideration to be paid by SBC in the Merger is fair to SBC
from a financial point of view. The shares of SBC Common
Stock, when issued pursuant to this Agreement, will be
validly issued, fully paid and nonassessable, and no
stockholder of SBC will have any preemptive right of
subscription or purchase in respect thereof.

(e) Broker= and Findere. Neither it nor any of
its officers, directors or employees has employed any broker
or finder or incurred any liability for any brokerage fees,
commissions or finders’ fees in connection with the Merger
or the other transactions contemplated in this Agreement and
the Stock Option Agreement except that SBC and Merger Sub
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have empicyed _azarz Tréres i Co. as their £inancial
advisor.

ART::L“ e
Covenants

6.1. oo Operations. (a) ‘The Company
cavenants and agrees as to itself and its Subsidiaries that,
after the date hereof and prior to the .Effective Time
(unless SEC shall otherwise approve in writing, which
approval shall not be unreasonably withheld or delayed, and
except as otherwise expressly contemplated by this Agreement

or -the Stock Option Agreement, in the Company Disclosure
Letter or as requiced by applicable Law):

- {4) the bus;ness of it and its
Subsidiaries shall be conducted in the ordinary and usual

course and, to the extent consistent therewith, it and its
Subsidiaries shall use all reasonable efforts to preserve
its business organization intact and maintain its existing
relations and goodwill with customers, suppliers,

requlators, distributors, creditors, lessors, employees and
business associates:

(14) it shall not (A) amend its
certificate of incorporation or by-laws or amend, modify or
terminate the Rights Agreement:; (B) split, combine,
subdivide or reclassify its outstanding shares of capital
stock:; (C) declare, set aside or pay any dividend payable in
cash, stock or property in respect of any capital stock,
other than per share regular quarterly cash dividends not in
excess of $0.44 per Company Share: or (D) repurchase, redeem -
or otherwise acquire, or permit any of its Subsidiaries
(other than the Company’s Employee Stock Ownership Plan) to
purchase or otherwise acquire, any shares of its capital
stock or any securities convertible into or exchangeable oz
exercisable for any shares of its capital stock:

(iii)  neither it nor any of its
Subsidiaries shall knowingly take any action that would
prevent the Merger from qualifying for "pooling of
interests” accounting treatment or as a tax~free
"reorganizaction” within the meaning of Section 368(a) of the
Code or that would cause any of its rapresentations and
warranties herein to become untrue in any material respect:
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iy

neither it nor any of its
Subsidiaries znail =

}

arminate, 2staplish, adopt, anter lnto,
make any rew I-ants -z 3wards under, amend or otherwise
modify, any ~-:mpensaticn and Senefit Plans or increase the
salary, w~age, c-onus :=: cther compensacion of any directors,

officers or empicyees zxcept (A) Zor grants or awards to

directors, officers and empioyees of it or its Subsidiaries

under existing Tompensation and Benefit Plans in such
amounts and cn such terms as are consistent with past
practice, (B) -n the normal and usual course of business
(which shall include normal periodic performance raviews and
related compensation and benefit increases and the provision
of individual “ompensation and Benefit Plans consistent with
past practice for promoted or newly hired officers and
employees and :he adoption of Compensation and Benefit Plans
for employees ~f new Subsidiaries in amounts and on terms
consistent with gast practice) or (C) for actions necessary
to satisfy existing contractual obligations under

Compensation and Benefit Plans existing as of the date
hereof:

(v) neither it nor any of its
Subsidiaries shall issue any preferred stock or incur any
indebtedness for borrowed money (other than indebtedness
incurred solely for the purpose of funding the Escrow
Account or the replacement or refinancing of existing short-
term indebtedness) or guarantee any such indebtedness if the
Company should reasonably anticipate that as a result of
such incurrence any of the Company's or any of its

Subsidiaries' ourstanding senior indebtedness would be rated
lower than A by Standard & Poor's:

(vi) neither it nor any of its
Subsidiaries shall make any capital expenditures in any
calendar year in an aggregate amount in excess of the
aggregate amount reflected in the Company‘'s capital
expenditure budget for such year, a copy of which has been
provided to SBC, plus $100 million;

(vii) except as contemplated by
Section 6.1(a)(iv), neither the Company nor any of its

Subsidiaries shall issue, deliver, sell, or encumber shares
of any class of its common stock or any securities
convertible into, or any rights, warrants or options to
acquire, any such shares except the option granted under the
Stock Option Agreement, options outstanding on the date
hereof under the Stock Plans, awards of options and
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restzicted sisc¥ sranted herearftar :nder the Itock Plans in
the ordinary =curse £ tusiness ia acccrdance with chis

Aqregment and shares issuable pursuant <2 such cptions and
awards;

(viii) neither it nor any of ics
Subsidiaries shall spend in excess of $50 million in any
calendar year =o acquire any business, whether by merger,
consolidaticn, purchase cf property or assets or otherwise
(valuing any non-cash consideration at its fair market value
as of the date of the agreement for such acquisition). Fox
purposes of this clause (viii), the amount spent with
respect to any acquisition shall be deemed to include the
aggregate amount of capital expenditures that the Company is
obligated to make 2t any time or plans to make as result of
such acquisition within :two years after the date of
acquisition:

(ix) neither it nor its Subsidiaries
shall enter any business other than the telecommunications
business and those tusinesses traditionally associated with
the telecommunications business or enter into or extend any
telecommunications business outside the geographic areas

served by it and its Subsidiaries as of the date of this
Agreement; and

(x) neither it nor any of its
Subsidiaries shall agree prior to the Effective Time to do
any of the foregoing after the Effective Time.

(b) SBC covenants and agrees as to itself and its
Subsidiaries that, after the date hereof and prior to the
Effective Time (unless the Company shall otherwise approve
in writing, which approval shall not be unreasonably

withheld or delayed, and except as otherwise expressly

contemplated by this Agreement or in the SBC Disclosure
Letter or as required by applicable Law):

(L) it shall not (A) amend its
certificate of incorporation or by-laws in any manner that

would prohibit or hinder, impede or delay in any material

respect the Merger or the consummation of the transactions

_contemplated hereby:; (B) declare, set aside or pay any
~dividend or other distribution payable in cash or property
_(other than SBC Common Stock) in respect of any capital
“'stock, other than per share regular quarterly.cash

dividnnds. or (C) repurchase, redeem or otherwise acquire,
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or permit any =Z its Subsidiaries t©o purchase <r ctherwise
acguire, =a2xcer: in open market transactions Or I connection
with che sSBC Z:sck Plans, any shares of its capital stock or

any securities :zsnvertible into or exchangeaple £ar any
shares of :zs capital stock:

(ii) neither it nor any of its
Subsidiaries shall knowingly take any action that would
prevent the Merger Zrom qualifying as a tax-free
"reorganizaticn" within the meaning of Section 268(a) of the
Code or that would cause any of its representations and
warranties herein to become untrue in any material respect,
pravided, hawever, thatr nothing contained herein shall limit

the ability of SBC to exercise its rights under the Stock
Option Agreement: and

(Lid) neither it nor any of its
Subsidiaries will authorize or enter into an agreement to do
any of the foregoing.

-

(-} SBC and the Company agree that any written
approval obtained under this Section 6.1 may be relied upon

by the other zarty if signed by the Chief Executive Officer,
Chief Financial Officer, chief legal officer or another
executive officer of the other party.

6.2. Acguisition Propgsals. (a) The Company
agrees that neither it nor any of its Subsidiaries nor any
of the officers and directors of it or its Subsidiaries
shall, and that it shall direct and use its best efforts to
cause its and its Subsidiaries' Representatives not to.
directly or indirectly, initiate, solicit, encourage or
otherwise facilitate any inquiries or the making of any
proposal or offer with respect to a merger, reorganization,
share exchange, consolidation or similar transaction
involving it, or any purchase of, or tender offer for, 15%
or more of the equity securities of it or any of its
Subsidiaries listed on Schedule 1 or 15% or more of its and
its Subsidiaries’ assets (based on the fair market value
thereof) taken as a whole (any such proposal or offer being

hereinafter referred to as an "Acguisition Proposal”). The
Company further agrees that neither it nor any of its

Subsidiaries nor any of the officers and directors of it oz
its Subsidiaries shall, and that it shall direct and use its
best efforts to cause its Representatives not to, directly
or indirectly, have any discussions with or provide any
confidential information or data to any Person relating to
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an Acquisition Proposal cr engage in any negotlations

concerning an Acquisitisn Proposal, or otherwise facilitate
any effort cr actampt o make or implement an Acquisition
Proposal:; provided, aoWevar, that nothing contained in this
Agreement shall prevent the Company cor its board of

directors from (A) complying with Rule l4e-2 promuigated
under the Exchange Act with regard to an Acquisition
Proposal:

(B) making any disclosure to the Company’s
shareholders if, in the good faith judgment of the board of
directors of the Company, failure so to disclose would be
inconsistent with its obligations under applicable law;

(C) engaging in any discussions or noqctiaticns with or .
providing any information to, any Person in response to a
bona fide written Acquisition Proposal by any such Person
received after the date hereof that was not solicited by the
Company after the date nereof; or (D) recommending such an
Acquisition Proposal to the shareholders of the Company if
and only to the extent that, in such case referred to in
clause (C) or (D), the board of directors of the Company
concludes in good faith (after consultation with its
financial advisor) that such Acquisition Proposal is
reasonably capable of being completed, taking into account
all legal, financial, regulatory and other aspects of the
propesal and the Person making the proposal, and would, if
consummated, result in a transaction more favorable to the
Company's shareholders from a financial point of view than
the transaction contemplated by this Agreement (any such
more favorable Acquisition Proposal being referred to in
this Agreement as a "Superior Proposal™). The Company
agrees that it will immediately cease and cause to be
terminated any existing activities, discussions or
negotiations with any parties conducted heretofore with
respect to any Acquisition Proposal. The Company also
agrses that it will promptly request each Person that has
heretofore executed a confidentiality agreement in
connection with its consideration of any Acgquisition
Proposal to return all confidential information herestofore

furnished to such Person by or on behalf of it or any of its
Subsidiaries.

(b)  The Company agrees that it will take the.
necessary steps to promptly inform the individuals or
entities referred to in the first sentence hereof of the
obligations undertaken in this Section 6.2. The Company
agrees that it will notify SBC promptly if any such
inquiries, proposals or offars are received by, any such
information is requested from, or any such discussions or

NY12928: 181350.10 -32~-



negotiaticns :re sougnt t> pe initiated or continued with,
any <f the ::mpanv’': Fepresentatives indicating, In
connection with such notize, the name of such Person and the
material -erms 3nd -3nditions of any croposais or offers and
thereafter shail =<eep =3C :iaformed, on a current basis, of
the status and material terms of any such proposals or

offers and -he status cf any such discussions or
negotiations.

6.3. Informatizn Supplied. The Company and SBC
each agrees, as to itself and its Subsidiaries, that none of
the information supplied or to be supplied by it or its
Subsidiaries for :iaclusion or incorporation by reference in
(i) the Registration Statement on Form S-4 to be filed with
the SEC by SBC in connection with the issuance of shares of
SBC Common Stock -.a the Merger (including the proxy
statement and prospectus (the "Brospectus/Proxy Statsment®)
constituting a part thereof) (the "S=4 Registrarion
Stacement”) will, at the time the S-4 Registration Statement
becomss effective under the Securities Act, and (ii) the
Prospectus/Proxy Statement and any amendment Or supplement
thereto will, at the cdate of mailing to shareholders and at
the time of the Shareholders Meeting, in any such case,
contain any untrue statement of a material fact or omit to
state- any material fact required to be stated therein or
necessary in order to make the statements therein, in the
light of the circumstances under which they were made, not
misleading. If at any time prior to the Effective Time any
information relating to SBC or the Company, or any of their
respective affiliates, osfficers or directors, should be
discovered by SBC or the Company which should be set forth
in an amendment or supplement to any of the S-4 Registration
Statement or the Prospectus/Proxy Statement, so that any of
such documents would not include any misstatement of a
material fact or omit to state any material fact necessary
to make the statements therein, in the light of the
circumstances under which they were made, not misleading,
the party which discovers such information shall promptly
notify the other parties hereto and an appropriate amendment
or supplement describing such information shall be promptly
filed with the SEC and, to the extent required by law,
disseminated to the shareholders of the Company.

6.4. Shazsholders Meeting. The Company will
take, in accordance with applicable law and its certificate
of incorporation and by-laws, all action necessary to
convene a meeting of holders of Company Shares (the
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“Sharangisere “tasr-.—-=~"' is ;::mnt-, as ..rac:t'.:a‘n}.'a after ‘the
S-4 Registrat.cn Statemen:t -s
and vote upon the apprcval cf -ﬁ;s Agreement and tile Merger.
Unless the csarz -Z direczzrs cf zhe Company determines in

good faith szft2r -snsuitation with outside l2gal counsel
that to do so woulid resul:t in a failure zo comply with its
fiduciary duties under applicable lLaw, -he Company's board
of directors shail recommend approval of this Agreement and

the Merger z=nd shall take all lawful action to solicit such
approval.

} . 3y @ VMG
6.’5' " H P *’. H ‘ i

(a) SBC and the Company shall promptly prepare and filte

with the SEC the Prospectus/Proxy Statement, and SBC shall
prepare and file with the SEC the S-4 Registration Stzvement
as promptly as gracticabple. SBC and the Company each shall
use all reasonapie efforts to have the S-4 Registration
Statement decliared effective under the Securities Act as
promptly as practicable after such £filing, and promptly
thereafter mail the Prospectus/Proxy Statement to the
shareholders cf the Company. SBC shall also use all
reasonable efforts to obtain prior to the effective date of
the S-4 Registration Statement all necessary state
securities law or "blue sky" permits and approvals required
in connection with the Merger and to consummate the other

transactions contemplated by this Agreement and will pay all
expenses incident thereto.

(b) The Company and SBC each shall use-all~
reasonable efforts to cause to be delivered to the other
party and its directors (i) letters of its independent
auditors, dated (A) the date on which the S-4 Registration
Statement shall become effective and (B) the Closing Date,
and addressed to the other party and its directors, in form
and substance customary for "comfort” letters delivered by
independent public accountants in connection with registza-
tion statements similar to the S-4 Registration Statement,
and (ii) a letter from its independent auditors addressed to
SBC and the Company, dated as of the Closing Date, stating

their opinion that the Merger will qualify for poolinq-of-
interests accounting treatment.

(c) The Company and SBC shall cooperate with
the other and use (and shall cause their respective Subsidi-
aries to use) their respective best efforts to take or causs
to be taken all actions, and do or cause to be done all
things, necessary, proper or advisable on its part under

NY12925: 181850.10 -34-



this Agreemer: :xnd =he 3Itock Option agreement ind applicable

Laws to consummats snd make effective the Merger and the
other =ransac::ons contemplated by chis Agreement and the
Stock Option ~areement as soon as practicable, including
preparing and Ziling as cromptly as practicable all
documentation :3 effect all necessary applications, notices,
petitions, Zilings and other documents and to obtain as
promptly as practicable all consents, registrations,
approvals, permits and authorizations necessary or advisable
to be obtained Zrom any third party and/or any Governmental
Entity in order to consummate the Merger or any of the other
transactions contemplated by this Agreement or the Stock
Optiom Agreement; pravided, however, that nothing in this
Section 6.5 shall require, or be construed tc require, SBC
or'the Company -0 proffer; or ‘agree to, any concession to
any Governmental Entity if (i) such concession is reasonably
likely to have a Material Adverse Effect on the Company
following the tffective Time, (ii) such concession is
reasonably likely to have a Material Adverse Effect on SBC
following the Zffective Time (It being understood thac, for
this purpose, materiality shall be determined with reference
to the total enterprise value of the Company and its
Subsidiaries, taken as a whole, rather than that of SBC and
its Subsidiaries, taken as a whole, and taking into account
any material restrictions on the ability of SBC or any of
its Significant Subsidiaries to conduct its operations as
currently conducted or as proposed to be conducted by it).
Subject to applicable laws relating to the exchange of
information, SBC and the Company shall have the right -to
review in advance, and to the extent practicable each will
consult the sther sn, all the information relating to SBC or
the Company, as the case may be, and any of their respective
Subsidiaries, that appears in any filing made with, or
written materials submitted to, amy third party and/or any
Governmental Entity in connection with the Merger and the
other transactions contemplated by this Agreement or the
Stock Option Agreement. In exercising the foregoing right,

each of the Company and SBC shall act reasonably and as
promptly as practicable.

(d) Subject. to applicable laws relating to the
exchange of information, the Company and SBC each shall,

upon request by the other, furnish the other with all
information concerning itself, its Subsidiaries, directors,
officers and stockholders and such other matters as may be
reasonably necessary or advisable in connection with the
Prospectus/Proxy Statement, the S-4 Registration Statemsnt
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T, Iiling, notice cr appilcati:znh made
, =ne Icmpany or any c¢f cheir

£ =5 any third party and/or any
nnectisn with the Merger and the
v

v this Agreement =r the =tock

oy or on beha*: 2% 22C
respective Subsizizar
Governmental Inzizy
Tansactions c:Intameo.
Option Agreement.

(e) The <ompany and SBC each shall keep the
other apprised cf the status of macters relating to comple~-
tion of the ctransacticns contemplated hereby, including
promptly furnishing the other with copies of notices or
other communications received by SBC or the Company, as the
case may be, or any <f its Subsidiaries, from any third
party and/or any Governmental Entity with respect to the
Merger and the other <ransactions contemplated by this
Agreement or =he iiock Tption Agreement. Each of the
Company and SEC snail jive prompt notice to the other of any
change that is reasonaply likely to result in a Material
Adverse Effec:t on it or of any failure of any of the

conditions to the cther party’s obligations to effect the
Merger set forth ia Article VII.

6.6. ass; © tagion. (a) Upon reasonable
notice, and except as may otherwise be required by appli-

cable law, the Company and SBC each shall (and shall cause
its Subsidiaries to) afford the other’s and the other's
Subsidiaries' employees, agents and representatives
{including any investment banker, attorney or accountant
retained by the other or any of the other'’s
Subsidiaries) (such officers, directors, employees, agents
and representatives being referred to in this Agreement,
with respect to the Company or SBC, as the context cequires,
as such party's "Representarives"”) reasonable access, during
normal business hours throughout the period prior to the
Effective Time, to its properties, books, contracts and
records and, during such period, each shall (and shall cause
its Subsidiaries to) furnish promptly to the other all
information concerning its business, properties and
personnel as may reasonably be requested, provided that no
investigation pursuant to this Section shall affect or be
deemed to modify any representation or warranty made by the
Company, SBC or Merger Sub hereunder, and praovided, Auzxthar,
that the foregoing shall not require the Company or SBC to
permit any inspection, or to disclose any information, that
in the reascnable judgment of the Company or SBC, as the
case may be, would violate applicable law or any of its
cbligations with respect to confidentiality or would result
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in the diszcizsur

e rade secrects of third rarties if
the -:mpanz B ,EC

ny =
s -he case may ce, shall have used all
obtain the ccnsent of such third party
tO such inspec:tizn -r disclosure. All requests for
informatizsn made rursuant :> this Section shall bte directed
to an execut.ve cfficer cf the Company or SBC, as the case
may te, cr such ferson as may be designated by any such
executive offizer, as the case may be. All information
provided pursuant o this Section 6.6 shall be governed by
the terms of the Confidentiality Agreement.

(b) Subject to the Confidentiality Agreement
and to Sect:on 5.16, from the date hereof to the Effective
Time, SBC and the Company agree to consult with each other

on a regular basis on a schedule to be agreed with zegard to
their respective orerations.

(¢) From the date hereof to the Effective Time,
the Company agrees to notify SBC in advance of any issuance

by the Company or any of its Subsidiaries of any long-term
debt or preferred stock.

6.7. Affiliates. (a) Each of the Company and

SBC shall deliver to the other a letter identifying all
Persons whom such party believes to be, at the date of the
Sharsholders Meering, "agffiliates" of such party for
purposes of applicable interpretations regarding use of the
pooling~of-interests accounting method and, in the case of
"affiliates" of the Company, for purposes of Rule 145 under
the 1933 Act. CEach of the Company and SBC shall use all
~reasonable efforts to cause each Person who is identified as
an "affiliate" in the letter referred to above toc deliver to
SBC prior to the date of the Shareholders Meeting a written
agreement, in the form attached hereto as Exhibit C, in the
case of affiliates of the Company (the "Company Affiliata’s
latter”™), and Exhibit D, in the case of affiliates of SBC
(the "SBC Affiljiate’s Latter”), Prior to the Effective
Time, each of the Company and SBC shall use all reasonable
efforts to cause each additional Person who is identified as
an

“affiliate” to execute the applicable written agreement
as set forth in this Section 6.7.

(b} If the Merger would otherwise qualify for
pooling~of-interests accounting treatment, shares of SBC
Common Stock issued to such affiliates of the Company in
exchange for Company Shares shall not be transferable until
such time as financial results covering at least 30 days of
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combinea :geratizns :=Z SBC ind zhe Ccompany shail have been
publishea within zne meaning cf Section 201.31 =Z the SEC’'s
Codificaticn I Tinancial Reporting Policies, regardless of
whether =zach zuch aff-l-ate has crovided the written
agreemen: -2ferrea :: 1n this Sectisn, 2Xcept IO the extent
permitted -y, and a1 accordance with, SEC Accounting Series
Release _25 anu SZC starf Accounting Bulletins &5 and 76.
Any Company Shares held by any such affiliate shall not be
transferanle, regardless of whecher such affiliate has
provided the applicable written agreement referred to in
this Section, if such transfer, either alone or in the
aggregate with other transfers by affiliates, would preclude
SBC's ability to account for the business combination to be
effected by the Merger as a pooling of interests. The
Company shall not register the transfer of any Certificate,
unless such =ransfer .s made in compiiance with the
foregoing.

6.8. £ T =3 . SBC
shall use its best efforts to cause the shares of SBC Common
Stock to be issued in the Merger to be approved for listing
on the NYSE, subject to official notice of issuance, prior
to the Closing Date. The Surviving Corporation shall use
its best efforts to cause the Company Shares to be de-listed
from the NYSE and the Pacific Exchange and de-registerad

under the Exchange Act as soon as practicable following the
Effective Time.

6.9. Publicitv. The initial press release with
respect =o the Merger shall be a joint press release, and
thereaftar the Company and SBC each shall consult with each

other prior to issuing any press releases or otherwise

making public announcements with respect to the Merger and

the other transactions contemplated by this Agreement and
the Stock Option Agreement and prior to making any filings
with any third party and/or any Governmental Entity

(Lncluding any national securities exchange) with respect
thereto, except.as may be required by law or by obligations

pursuant to any listing agreement with or rules of any
national securities exchange.

6.10. Benefits.
(a)  Stock Options.

(1) At the E:fuctivn Time, each
outstandzng option to purchase Company Shares (a "Company
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2ApLiaon®) under tnme licck Flans, wnether vested cr unvested,

shall be ceemed :=> canstitute an opticzn tI acquire, :n the

same terms and ccnditicns as were applicable under such

Company Opt:zn, after ziving effect to any provision
requiring tne ~esting cf any Company Qption &s & resuit of
the ctransac:zicns csntampiated by this Agreement, the same
number of shares cf S8C Zommon Stock as the holder 5f such
Company Option wouid have been entitled to receive pursuant
to the Merger ~ad such holder exercised such Company Option
in full immediateiy prior to the Effective Time (rounded
down to the. nearest whole number) (a "Substitute oprian”),
At an exercise price per share (rounded up to the nearest
whole cent) equal to (y) the aggregate exercise price for
the Company Shares otherwise purchasable pursuant to such
Company Option divided bty !2) the number of full shares of
SBC Common Stock deemea turchiasable pursuant o such C

n Company
Option in acccrcance with the foregoing. At or prisr to the

Effective Time, the Company shall make all necessary
arrangements with respect to the Stock Plans, including any
necessary amendments thereto, to permit the assumption of
the unexercised Company Options by SBC pursuant to this
Section and no later than five business days after the
Effective Time SBC shall register under the Securities Act
of 1933 on Form S-8 or other appropriate form (and use its
best efforts to maintain the effectiveness thereof) shares
of SBC Common Stock issuable pursuant to all Substitute
Options. As promptly as practicable after the Effective
Time, the Company shall deliver to the participants in the
Stock Plans appropriate notices secting forth such

participants’ rights pursuant to such assumed Tompany
Options.

(id) Effective at the Effective Time,
SBC shall assume each Company Option in accordance with the
terms of the Stock Plan under which it was issued and the
stock option agreement by which it is evidenced.

(b) Emplovee Ransfits. SBC agrees that it
shall cause the Surviving Corporation for at least two years
after the Effective Time to provide or cause to be provided
to employees of the Company and its Subsidiaries
compensation and benefit plans that are no less favorabls,
in the aggregate, than the Company’s Compensation and
Benefit Plans: provided, however, if during this period SBC
implements any widespread increase or decrease in benefits
under compensation and benefit plans or in the cost thereof
to participants under compensation and benefit plans
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appilczable -: =mpi:vees :Z SBC znd its Subsidiaries other
than cthe Zizwvoring Torgoratizsn and its Subsidiariss), the
Surviving C:crooraticn snail croporticnately adjust the
oenefitcs uncer -ne l:mpany's compensation and benefi: plans
ar the cost znerec: == carticizants, snd grovides, Iurster,
Wwith respec:t =- smpilcyees wno are subject tO collective
bargaining, zil zenefizz shail be provided in accordance

with the appiicable ccilective bargaining agreement. SBC
shall, and =zhail cause zhe Surviving Corporation to, honor,
pursuant te theirr zerms, all employee benefit obligations to

current and former =2mpicvees under the Compensation and
Benefit Plans.

6.... LXpeneacs Except as otherwise provided in
Section 6.:8 -r 29.Z(b), whether or not the Merger :'s
consummatea, il -°St: ind expenses incurred in connection
with this Agreemenrt ina zhe Merger and the other
transactions contempiated by this Agreement shall be paid by
the party incurring such oSt or expense,; except that
expenses incurred in connection with the filing fee for the
S-4 Registrac:on Stacement and printing and mailing the
Prospectus/Proxy Ztatement and the S-4 Registration
Statement and the Iiling fee under the HSR Act shall be
shared equally by SBC and the Company.

6012- . 1 £ i H ! “ !

lnsurance. f(a) From and after the Effective Time, SBC
agrees that t will indemnify and hold harmless each present
and former director and officer of the Company (when acting
in such capac:i:y) determined as of the Effective Time /the
"lndemnifiad Sar--ac"', against any cCosStS Or expenses:
(inciuding reasonable attorneys' fees), judgments, fines,
losses, claims, damages or liabilities (collectively,
"CQst=") incurred in connection with any claim, action,
suit, proceeding or investigation, whether civil, criminal,
administrative or investigative, arising out of or pertain-
ing to matters existing or occurring at or prior to the
Effective Time, whether asserted or claimed prior to, at or
after the Effective Time, to the fullest extent that the
Company would have been permitted under Connecticut law and
its certificate of incorporation or by-laws in effect on the
date hereof to indemnify such Person (and SBC shall also
advance expenses as incurred to the fullest extent permitted
under applicable law, provided the Person to whom expenses
are advanced provides an undertaking to repay such advances

if it is ultimately determined that such Person is not
entitled to indemnification).
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